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Section 1.1286–2 also issued under 26 U.S.C. 
1286(f). 

Section 1.1287–1 also issued under 26 U.S.C. 
165 (j)(3). 

Section 1.1291–1 also issued under 26 U.S.C. 
1291. 

Section 1.1291–9 also issued under 26 U.S.C. 
1291(d)(2). 

Section 1.1291–10 also issued under 26 U.S.C. 
1291(d)(2). 

Section 1.1293–1 also issued under 26 U.S.C. 
1293. 

Section 1.1294–1T also issued under 26 
U.S.C. 1294. 

Section 1.1295–1 also issued under 26 U.S.C. 
1295. 

Section 1.1295–3 also issued under 26 U.S.C. 
1295. 

Section 1.1296(e)–1 also issued under 26 
U.S.C. 1296(e). 

Section 1.1297–3T also issued under 26 
U.S.C. 1297(b)(1). 

Section 1.1301–1 also issued under 26 U.S.C. 
1301(c). 

Section 1.1361–1(j) (6), (10) and (11) also 
issued under 26 U.S.C. 1361(d)(2)(B)(iii). 

Section 1.1361–1(l) also issued under 26 
U.S.C. 1361(c)(5)(C). 

Sections 1.1362–1, 1.1362–2, 1.1362–3, 1.1362–4, 
1.1362–5, 1.1362–6, 1.1362–7, and 1.1363–1 also 
issued under 26 U.S.C. 1377. 

Section 1.1368–1(f) and (g) also issued under 
26 U.S.C. 1377(c). 

Section 1.1368–2(b) also issued under 26 
U.S.C. 1368(c). 

Section 1.1374–1 also issued under 26 U.S.C. 
1374(e) and 337(d). 

Section 1.1374–2 also issued under 26 U.S.C. 
1374(e) and 337(d). 

Section 1.1374–3 also issued under 26 U.S.C. 
1374(e) and 337(d). 

Section 1.1374–4 also issued under 26 U.S.C. 
1374(e) and 337(d). 

Section 1.1374–5 also issued under 26 U.S.C. 
1374(e) and 337(d). 

Section 1.1374–6 also issued under 26 U.S.C. 
1374(e) and 337(d). 

Section 1.1374–7 also issued under 26 U.S.C. 
1374(e) and 337(d). 

Section 1.1374–8 also issued under 26 U.S.C. 
1374(e) and 337(d). 

Section 1.1374–9 also issued under 26 U.S.C. 
1374(e) and 337(d). 

Section 1.1374–10 also issued under 26 U.S.C. 
1374(e) and 337(d). 

Section 1.1377–1 also issued under 26 U.S.C. 
1377(a)(2) and (c). 

Section 1.1394–1 also issued under 26 U.S.C. 
1397D. 

Section 1.1396–1 also issued under 26 U.S.C. 
1397D. 

Section 1.1397E–1 also issued under 26 
U.S.C. 1397E(b) and (d).

SOURCE: T.D. 6500, 25 FR 11910, Nov. 26, 1960; 
25 FR 14021, Dec. 31, 1960, unless otherwise 
noted. 

GAIN OR LOSS ON DISPOSITION OF 
PROPERTY

DETERMINATION OF AMOUNT OF AND 
RECOGNITION OF GAIN OR LOSS

§ 1.1001–1 Computation of gain or loss. 

(a) General rule. Except as otherwise 
provided in subtitle A of the Code, the 
gain or loss realized from the conver-
sion of property into cash, or from the 
exchange of property for other prop-
erty differing materially either in kind 
or in extent, is treated as income or as 
loss sustained. The amount realized 
from a sale or other disposition of 
property is the sum of any money re-
ceived plus the fair market value of 
any property (other than money) re-
ceived. The fair market value of prop-
erty is a question of fact, but only in 
rare and extraordinary cases will prop-
erty be considered to have no fair mar-
ket value. The general method of com-
puting such gain or loss is prescribed 
by section 1001 (a) through (d) which 
contemplates that from the amount re-
alized upon the sale or exchange there 
shall be withdrawn a sum sufficient to 
restore the adjusted basis prescribed by 
section 1011 and the regulations there-
under (i.e., the cost or other basis ad-
justed for receipts, expenditures, 
losses, allowances, and other items 
chargeable against and applicable to 
such cost or other basis). The amount 
which remains after the adjusted basis 
has been restored to the taxpayer con-
stitutes the realized gain. If the 
amount realized upon the sale or ex-
change is insufficient to restore to the 
taxpayer the adjusted basis of the prop-
erty, a loss is sustained to the extent 
of the difference between such adjusted 
basis and the amount realized. The 
basis may be different depending upon 
whether gain or loss is being computed. 
For example, see section 1015(a) and 
the regulations thereunder. Section 
1001(e) and paragraph (f) of this section 
prescribe the method of computing 
gain or loss upon the sale or other dis-
position of a term interest in property 
the adjusted basis (or a portion) of 
which is determined pursuant, or by 
reference, to section 1014 (relating to 
the basis of property acquired from a 
decedent) or section 1015 (relating to
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the basis of property acquired by gift 
or by a transfer in trust). 

(b) Real estate taxes as amounts re-
ceived. (1) Section 1001(b) and section 
1012 state rules applicable in making 
an adjustment upon a sale of real prop-
erty with respect to the real property 
taxes apportioned between seller and 
purchaser under section 164(d). Thus, if 
the seller pays (or agrees to pay) real 
property taxes attributable to the real 
property tax year in which the sale oc-
curs, he shall not take into account, in 
determining the amount realized from 
the sale under section 1001(b), any 
amount received as reimbursement for 
taxes which are treated under section 
164(d) as imposed upon the purchaser. 
Similarly, in computing the cost of the 
property under section 1012, the pur-
chaser shall not take into account any 
amount paid to the seller as reimburse-
ment for real property taxes which are 
treated under section 164(d) as imposed 
upon the purchaser. These rules apply 
whether or not the contract of sale 
calls for the purchaser to reimburse 
the seller for such real property taxes 
paid or to be paid by the seller. 

(2) On the other hand, if the pur-
chaser pays (or is to pay) an amount 
representing real property taxes which 
are treated under section 164(d) as im-
posed upon the seller, that amount 
shall be taken into account both in de-
termining the amount realized from 
the sale under section 1001(b) and in 
computing the cost of the property 
under section 1012. It is immaterial 
whether or not the contract of sale 
specifies that the sale price has been 
reduced by, or is in any way intended 
to reflect, the taxes allocable to the 
seller. See also paragraph (b) of § 1.1012–
1. 

(3) Subparagraph (1) of this para-
graph shall not apply to a seller who, 
in a taxable year prior to the taxable 
year of sale, pays an amount rep-
resenting real property taxes which are 
treated under section 164(d) as imposed 
on the purchaser, if such seller has 
elected to capitalize such amount in 
accordance with section 266 and the 
regulations thereunder (relating to 
election to capitalize certain carrying 
charges and taxes). 

(4) The application of this paragraph 
may be illustrated by the following ex-
amples:

Example 1. Assume that the contract price 
on the sale of a parcel of real estate is $50,000 
and that real property taxes thereon in the 
amount of $1,000 for the real property tax 
year in which occurred the date of sale were 
previously paid by the seller. Assume further 
that $750 of the taxes are treated under sec-
tion 164(d) as imposed upon the purchaser 
and that he reimburses the seller in that 
amount in addition to the contract price. 
The amount realized by the seller is $50,000. 
Similarly, $50,000 is the purchaser’s cost. If, 
in this example, the purchaser made no pay-
ment other than the contract price of $50,000, 
the amount realized by the seller would be 
$49,250, since the sales price would be deemed 
to include $750 paid to the seller in reim-
bursement for real property taxes imposed 
upon the purchaser. Similarly, $49,250 would 
be the purchaser’s cost.

Example 2. Assume that the purchaser in 
example (1), above, paid all of the real prop-
erty taxes. Assume further that $250 of the 
taxes are treated under section 164(d) as im-
posed upon the seller. The amount realized 
by the seller is $50,250. Similarly, $50,250 is 
the purchaser’s cost, regardless of the tax-
able year in which the purchaser makes ac-
tual payment of the taxes.

Example 3. Assume that the seller described 
in the first part of example (1), above, paid 
the real property taxes of $1,000 in the tax-
able year prior to the taxable year of sale 
and elected under section 266 to capitalize 
the $1,000 of taxes. In such a case, the 
amount realized is $50,750. Moreover, regard-
less of whether the seller elected to cap-
italize the real property taxes, the purchaser 
in that case could elect under section 266 to 
capitalize the $750 of taxes treated under sec-
tion 164(d) as imposed upon him, in which 
case his adjusted basis would be $50,750 (cost 
of $50,000 plus capitalized taxes of $570).

(c) Other rules. (1) Even though prop-
erty is not sold or otherwise disposed 
of, gain is realized if the sum of all the 
amounts received which are required 
by section 1016 and other applicable 
provisions of subtitle A of the Code to 
be applied against the basis of the 
property exceeds such basis. Except as 
otherwise provided in section 
301(c)(3)(B) with respect to distribu-
tions out of increase in value of prop-
erty accrued prior to March 1, 1913, 
such gain is includible in gross income 
under section 61 as ‘‘income from what-
ever source derived’’. On the other 
hand, a loss is not ordinarily sustained 
prior to the sale or other disposition of
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the property, for the reason that until 
such sale or other disposition occurs 
there remains the possibility that the 
taxpayer may recover or recoup the ad-
justed basis of the property. Until some 
identifiable event fixes the actual sus-
taining of a loss and the amount there-
of, it is not taken into account. 

(2) The provisions of subparagraph (1) 
of this paragraph may be illustrated by 
the following example:

Example: A, an individual on a calendar 
year basis, purchased certain shares of stock 
subsequent to February 28, 1913, for $10,000. 
On January 1, 1954, A’s adjusted basis for the 
stock had been reduced to $1,000 by reason of 
receipts and distributions described in sec-
tions 1016(a)(1) and 1016(a)(4). He received in 
1954 a further distribution of $5,000, being a 
distribution covered by section 1016(a)(4), 
other than a distribution out of increase of 
value of property accrued prior to March 1, 
1913. This distribution applied against the 
adjusted basis as required by section 
1016(a)(4) exceeds that basis by $4,000. The 
$4,000 excess is a gain realized by A in 1954 
and is includible in gross income in his re-
turn for that calendar year. In computing 
gain from the stock, as in adjusting basis, no 
distinction is made between items of receipts 
or distributions described in section 1016. If 
A sells the stock in 1955 for $5,000, he realizes 
in 1955 a gain of $5,000, since the adjusted 
basis of the stock for the purpose of com-
puting gain or loss from the sale is zero.

(d) Installment sales. In the case of 
property sold on the installment plan, 
special rules for the taxation of the 
gain are prescribed in section 453. 

(e) Transfers in part a sale and in part 
a gift. (1) Where a transfer of property 
is in part a sale and in part a gift, the 
transferor has a gain to the extent that 
the amount realized by him exceeds his 
adjusted basis in the property. How-
ever, no loss is sustained on such a 
transfer if the amount realized is less 
than the adjusted basis. For the deter-
mination of basis of property in the 
hands of the transferee, see § 1.1015–4. 
For the allocation of the adjusted basis 
of property in the case of a bargain sale 
to a charitable organization, see 
§ 1.1011–2. 

(2) Examples. The provisions of sub-
paragraph (1) may be illustrated by the 
following examples:

Example 1. A transfers property to his son 
for $60,000. Such property in the hands of A 
has an adjusted basis of $30,000 (and a fair 
market value of $90,000). A’s gain is $30,000, 

the excess of $60,000, the amount realized, 
over the adjusted basis, $30,000. He has made 
a gift of $30,000, the excess of $90,000, the fair 
market value, over the amount realized, 
$60,000.

Example 2. A transfers property to his son 
for $30,000. Such property in the hands of A 
has an adjusted basis of $60,000 (and a fair 
market value of $90,000). A has no gain or 
loss, and has made a gift of $60,000, the excess 
of $90,000, the fair market value, over the 
amount realized, $30,000.

Example 3. A transfers property to his son 
for $30,000. Such property in A’s hands has an 
adjusted basis of $30,000 (and a fair market 
value of $60,000). A has no gain and has made 
a gift of $30,000, the excess of $60,000, the fair 
market value, over the amount realized, 
$30,000.

Example 4. A transfers property to his son 
for $30,000. Such property in A’s hands has an 
adjusted basis of $90,000 (and a fair market 
value of $60,000). A has sustained no loss, and 
has made a gift of $30,000, the excess of 
$60,000, the fair market value, over the 
amount realized, $30,000.

(f) Sale or other disposition of a term in-
terest in property—(1) General rule. Ex-
cept as otherwise provided in subpara-
graph (3) of this paragraph, for pur-
poses of determining gain or loss from 
the sale or other disposition after Octo-
ber 9, 1969, of a term interest in prop-
erty (as defined in subparagraph (2) of 
this paragraph) a taxpayer shall not 
take into account that portion of the 
adjusted basis of such interest which is 
determined pursuant, or by reference, 
to section 1014 (relating to the basis of 
property acquired from a decedent) or 
section 1015 (relating to the basis of 
property acquired by gift or by a trans-
fer in trust) to the extent that such ad-
justed basis is a portion of the adjusted 
uniform basis of the entire property (as 
defined in § 1.1014–5). Where a term in-
terest in property is transferred to a 
corporation in connection with a trans-
action to which section 351 applies and 
the adjusted basis of the term interest 
(i) is determined pursuant to section 
1014 or 1015 and (ii) is also a portion of 
the adjusted uniform basis of the entire 
property, a subsequent sale or other 
disposition of such term interest by the 
corporation will be subject to the pro-
visions of section 1001(e) and this para-
graph to the extent that the basis of 
the term interest so sold or otherwise 
disposed of is determined by reference 
to its basis in the hands of the trans-
feror as provided by section 362(a). See
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subparagraph (2) of this paragraph for 
rules relating to the characterization 
of stock received by the transferor of a 
term interest in property in connection 
with a transaction to which section 351 
applies. That portion of the adjusted 
uniform basis of the entire property 
which is assignable to such interest at 
the time of its sale or other disposition 
shall be determined under the rules 
provided in § 1.1014–5. Thus, gain or loss 
realized from a sale or other disposi-
tion of a term interest in property 
shall be determined by comparing the 
amount of the proceeds of such sale 
with that part of the adjusted basis of 
such interest which is not a portion of 
the adjusted uniform basis of the entire 
property. 

(2) Term interest defined. For purposes 
of section 1001(e) and this paragraph, a 
term interest in property means— 

(i) A life interest in property, 
(ii) An interest in property for a term 

of years, or 
(iii) An income interest in a trust. 

Generally, subdivisions (i), (ii), and (iii) 
refer to an interest, present or future, 
in the income from property or the 
right to use property which will termi-
nate or fail on the lapse of time, on the 
occurrence of an event or contingency, 
or on the failure of an event or contin-
gency to occur. Such divisions do not 
refer to remainder or reversionary in-
terests in the property itself or other 
interests in the property which will 
ripen into ownership of the entire prop-
erty upon termination or failure of a 
preceding term interest. A term interest 
in property also includes any property 
received upon a sale or other disposi-
tion of a life interest in property, an 
interest in property for a term of 
years, or an income interest in a trust 
by the original holder of such interest, 
but only to the extent that the ad-
justed basis of the property received is 
determined by reference to the ad-
justed basis of the term interest so 
transferred. 

(3) Exception. Paragraph (1) of section 
1001(e) and subparagraph (1) of this 
paragraph shall not apply to a sale or 
other disposition of a term interest in 
property as a part of a single trans-
action in which the entire interest in 
the property is transferred to a third 
person or to two or more other persons, 

including persons who acquire such en-
tire interest as joint tenants, tenants 
by the entirety, or tenants in common. 
See § 1.1014–5 for computation of gain or 
loss upon such a sale or other disposi-
tion where the property has been ac-
quired from a decedent or by gift or 
transfer in trust. 

(4) Illustrations. For examples illus-
trating the application of this para-
graph, see paragraph (c) of § 1.1014–5. 

(g) Debt instruments issued in exchange 
for property—(1) In general. If a debt in-
strument is issued in exchange for 
property, the amount realized attrib-
utable to the debt instrument is the 
issue price of the debt instrument as 
determined under § 1.1273–2 or § 1.1274–2, 
whichever is applicable. If, however, 
the issue price of the debt instrument 
is determined under section 1273(b)(4), 
the amount realized attributable to the 
debt instrument is its stated principal 
amount reduced by any unstated inter-
est (as determined under section 483). 

(2) Certain debt instruments that pro-
vide for contingent payments—(i) In gen-
eral. Paragraph (g)(1) of this section 
does not apply to a debt instrument 
subject to either § 1.483–4 or § 1.1275–4(c) 
(certain contingent payment debt in-
struments issued for nonpublicly trad-
ed property). 

(ii) Special rule to determine amount re-
alized. If a debt instrument subject to 
§ 1.1275–4(c) is issued in exchange for 
property, and the income from the ex-
change is not reported under the in-
stallment method of section 453, the 
amount realized attributable to the 
debt instrument is the issue price of 
the debt instrument as determined 
under § 1.1274–2(g), increased by the fair 
market value of the contingent pay-
ments payable on the debt instrument. 
If a debt instrument subject to § 1.483–
4 is issued in exchange for property, 
and the income from the exchange is 
not reported under the installment 
method of section 453, the amount real-
ized attributable to the debt instru-
ment is its stated principal amount, re-
duced by any unstated interest (as de-
termined under section 483), and in-
creased by the fair market value of the 
contingent payments payable on the 
debt instrument. This paragraph 
(g)(2)(ii), however, does not apply to a 
debt instrument if the fair market
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value of the contingent payments is 
not reasonably ascertainable. Only in 
rare and extraordinary cases will the 
fair market value of the contingent 
payments be treated as not reasonably 
ascertainable. 

(3) Coordination with section 453. If a 
debt instrument is issued in exchange 
for property, and the income from the 
exchange is not reported under the in-
stallment method of section 453, this 
paragraph (g) applies rather than 
§ 15a.453–1(d)(2) to determine the tax-
payer’s amount realized attributable to 
the debt instrument. 

(4) Effective date. This paragraph (g) 
applies to sales or exchanges that 
occur on or after August 13, 1996. 

[T.D. 6500, 25 FR 11910, Nov. 26, 1960, as 
amended by T.D. 7142, 36 FR 18950, Sept. 24, 
1971; T.D. 7207, 37 FR 20797, Oct. 5, 1972; T.D. 
7213, 37 FR 21992, Oct. 18, 1972; T.D. 8517, 59 
FR 4807, Feb. 2, 1994; T.D. 8674, 61 FR 30139, 
June 14, 1996]

§ 1.1001–2 Discharge of liabilities. 

(a) Inclusion in amount realized—(1) In 
general. Except as provided in para-
graph (a) (2) and (3) of this section, the 
amount realized from a sale or other 
disposition of property includes the 
amount of liabilities from which the 
transferor is discharged as a result of 
the sale or disposition. 

(2) Discharge of indebtedness. The 
amount realized on a sale or other dis-
position of property that secures a re-
course liability does not include 
amounts that are (or would be if real-
ized and recognized) income from the 
discharge of indebtedness under section 
61(a)(12). For situations where amounts 
arising from the discharge of indebted-
ness are not realized and recognized, 
see section 108 and § 1.61–12(b)(1). 

(3) Liability incurred on acquisition. In 
the case of a liability incurred by rea-
son of the acquisition of the property, 
this section does not apply to the ex-
tent that such liability was not taken 
into account in determining the trans-
feror’s basis for such property. 

(4) Special rules. For purposes of this 
section— 

(i) The sale or other disposition of 
property that secures a nonrecourse li-
ability discharges the transferor from 
the liability; 

(ii) The sale or other disposition of 
property that secures a recourse liabil-
ity discharges the transferor from the 
liability if another person agrees to 
pay the liability (whether or not the 
transferor is in fact released from li-
ability); 

(iii) A disposition of property in-
cludes a gift of the property or a trans-
fer of the property in satisfaction of li-
abilities to which it is subject; 

(iv) Contributions and distributions 
of property between a partner and a 
partnership are not sales or other dis-
positions of property; and 

(v) The liabilities from which a trans-
feror is discharged as a result of the 
sale or disposition of a partnership in-
terest include the transferor’s share of 
the liabilities of the partnership. 

(b) Effect of fair market value of secu-
rity. The fair market value of the secu-
rity at the time of sale or disposition is 
not relevant for purposes of deter-
mining under paragraph (a) of this sec-
tion the amount of liabilities from 
which the taxpayer is discharged or 
treated as discharged. Thus, the fact 
that the fair market value of the prop-
erty is less than the amount of the li-
abilities it secures does not prevent the 
full amount of those liabilities from 
being treated as money received from 
the sale or other disposition of the 
property. However, see paragraph (a)(2) 
of this section for a rule relating to 
certain income from discharge of in-
debtedness. 

(c) Examples. The provisions of this 
section may be illustrated by the fol-
lowing examples. In each example as-
sume the taxpayer uses the cash re-
ceipts and disbursements method of ac-
counting, makes a return on the basis 
of the calendar year, and sells or dis-
poses of all property which is security 
for a given liability.

Example 1. In 1976 A purchases an asset for 
$10,000. A pays the seller $1,000 in cash and 
signs a note payable to the seller for $9,000. 
A is personally liable for repayment with the 
seller having full recourse in the event of de-
fault. In addition, the asset which was pur-
chased is pledged as security. During the 
years 1976 and 1977, A takes depreciation de-
ductions on the asset in the amount of $3,100. 
During this same time period A reduces the 
outstanding principal on the note to $7,600. 
At the beginning of 1978 A sells the asset. 
The buyer pays A $1,600 in cash and assumes
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